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September 5, 2005 

 
Jonathan D. Wilks, Esq. 

Willoughby & Wilks, P.A. 
1439 Worth Rd. 

Suite 312B 
Lake Worth, FL 33463 
 

RRee::    BBuussiinneessss  AApppprraaiissaall  //  VVaalluuaattiioonn  RReeppoorrtt  ffoorr  JJaammeess  &&  JJoonneess  ––  

RReeqquueesstteedd  ppeerr  tthhee  EEssttaattee  ooff  DDaanniieell  JJaammeess..  

 

Dear Mr. Wilks: 
 
Per your request, the following Business Appraisal Report is to be 

considered an informal summary of value for James & Jones, CPAs.  
We have been engaged to determine a value for Daniel James’ 

common equity interest in the business, in connection with estate 
determination purposes. 
 

OVERVIEW 
 
The accounting firm of James & Jones has been in existence for a 

substantial amount of time.  The company was originally formed by 
Mr. Joseph Jones.  Twelve years ago, this practice was purchased 

by Mr. Daniel James for $200,000.  The company still operates as 
James & Jones, CPAs, however, Mr. James has filed the income tax 
return as a self-employed individual, Schedule C.  By virtue of filing 

a Schedule C with the Internal Revenue Service, there is no reason 
for Mr. James to take a salary from the company.  The amount 

available for him to take from the business is dictated by cash flow, 
and, to a large degree, by the profits of the business.  In the year 
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OVERVIEW (CONT’D.) 
 

2000, the practice of Mr. Alan Banville was also purchased by Mr. 
James.  This practice generated approximately $50,000 in revenue 
at the date of its purchase and was purchased for approximately 

$52,000. 
 

The company is involved in the practice of public accountancy.  
This practice is general in nature and is not limited to a specific 

service.  The revenue for the past year was composed of the 
following: 
 

        Percentage 
Write-up work       20% 

Individual tax work      40%  
Corporate & other tax work     36% 
Audit & review work      04% 

 
The tax preparation (1040) portion of the practice is the fastest 

growing business segment. 
 
The staff is composed of a full-time office manager, a part-time 

keypunch employee and a part-time bookkeeper.  Salaries are as 
listed below: 

 
MaryAnn Willis (Office Manager)   $400 / wk. + bonus 
Allison Sims (Keypunch)    $10 / hr.  

Gena Vega (Bookkeeper)    $800 / month 
 

Chargeable Hours & Rates 
 
This company did not keep hourly time records, nor has it 

established billing rates per person or by function.  The normal 
methodology in valuing a CPA firm involves an evaluation of the 

fees and expenses for the company, as well as the reasonableness 
of rates and chargeable hours.  Since neither of these are available, 
it is very hard for another company to evaluate the effectiveness of 

the personnel through the billing rates.  Since most larger firms 
invoice based on time spent and the applicable rate for the person  
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OVERVIEW (CONT’D.) 

 

Chargeable Hours & Rates (Cont’d.) 
 
involved, it would be an onerous task for any large firm to 

adequately evaluate the performance of this company.  This may 
preclude most buyers from actively engaging in negotiations to 
purchase this company. 

 

STRENGTHS & WEAKNESSES 
 

This company’s overall strength is the divergence of business 
between different service modules.  This provides the likelihood of 

an ongoing business for the immediate future, assuming that 
Congress does not drastically change the accountancy or tax laws.  

Since the company has been in existence for a number of years, 
there is a certain strength to the name recognition.  Hopefully, this 
recognition will continue in the future under the new owner. 

 
The age makeup of the business is slanted towards older clients.  It 

appears that there is an additional opportunity for the practice to 
develop an Estate Planning service, including the preparation of 
Estate tax returns. 

 
On July 5, 2005, Daniel James passed away.  This is a cause of 

great concern in arriving at value for this practice.  The continuity 
of a CPA with clientele is of paramount importance.  The untimely 
demise of Mr. James creates a problem in maintaining the existing 

client base.  The problem would be magnified if Mr. James’ death 
had occurred immediately preceding “tax season”.  A transition, 

because of the July death, will, in all likelihood, be smoother than if 
it had been during the above-mentioned period.  It is incumbent 
upon the new owner(s), however, to move as quickly as possibly to 

solidify the relationships with the different clients, especially those 
serviced on a monthly or quarterly basis. 
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STRENGTHS & WEAKNESSES (CONT’D.) 
 

The computer systems in place are antiquated and need immediate 
upgrading.  An estimate for computer replacement is between 
$13,000 and $14,000.  Along with this computer update, an outlay 

of $2,500 to $3,500 will be necessary for carpet and furnishing 
changes. 

 

OPERATIONS 

 

Mr. James did not engage in active solicitation or marketing, 
including advertising, for the firm.  Referrals represented virtually 
all of the new business received.  This may account for the 

stagnant growth pattern experienced by the firm, as can be seen in 
Exhibit A. 

 
A Client of James & Jones has been assessed a $10,000 penalty.  
This penalty is still in dispute, however, there is a possibility that 

the Estate of Mr. James and/or the accounting practice will be 
responsible for the penalty.  In addition to the penalty, there is a 

possibility of legal fees accruing. 
 

Presently, the firm grosses approximately $200,000 a year.  $48,000, 
approximately 25% of the entire business, is gleaned from four 
clients:  They are: 

 
Individual       $20,000 

Audit & Tax Work – Construction Co.      7,000 
Hotel Client        12,500 
Write-Up & Tax Work – Pest Control Co.     8,500 

 
These key clients are a source of concern in arriving at value for 

this business.  If they were lost as a result of Mr. James’ death, at 
least half of the profits generated by the business would evaporate.  
Many of the costs of the business, such as insurance and rent, are 

fixed costs that will continue even if the above clients are lost.  
This concentration of four clients, with such a large representation 

of the entire business, will devalue the business to some degree. 
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COMPETITION 
 

The practice of public accountancy has become much more 
competitive than in the past.  Larger firms now employ marketing 
departments and have individuals specifically assigned to solicit 

new business.  While advertising by CPAs was not commonplace 
years ago, it is now a critical necessity.  In the immediate 

geographical area, there are a number of competing CPA firms.  
Since it is relatively easy to enter a geographic area, assuming the 

professional has achieved the necessary professional designation, 
additional competition can readily be expected in the future. 
 

FINANCIAL STATEMENT ANALYSIS 
 

Income Statement 

 
Fees generated over the past 4 ½ years have been flat.  They show 
a slight decline.  The fees as of June 30, 2005, if extrapolated to the 

end of the year, would indicate that fees for the current full year 
would be approximately $183,000.  The income generated for the 

first six months typically represents 75% of the income collected 
during the entire year.  Total operating expenses for the first six 
months, if extrapolated for the full year, considering fixed costs, are 

approximately the same as the prior year and possibly slightly 
more. 

 
Salaries and wages appear to be reasonable for the practice.  They 
have consistently been approximately $45,000 per year for the past 

4 ½  years.  This represents approximately 23% of fees collected.  
No salary is paid to the owner. 

 
Rent has been approximately $20,000 per year during the past 2 ½ 
years.   
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FINANCIAL STATEMENT ANALYSIS (CONT’D.) 
 

Income Statement (Cont’d.) 

 
Travel expense was recorded on the Schedule C of the tax return at 

$3,960 for each of the years 2001-2003.  An amount of $1,560 was 
entered for 2004.  It appears that these amounts are a result of a 
payment to the office manager of $1,560 per year and an accrual of 

$2,400 for the owner’s use of his personal vehicle.  For the period 
ended June 30, 2005, a new line item for Auto Allowance in the 

amount of $780 appears.  This $780 is exactly ½ of the $1,560 used 
for 2004 and is considered to be Travel.  Since Mr. James cannot be 
asked the question of the commonality involved, it is assumed that 

the Travel, as shown for 2004 and the Auto Allowance for 2005 are 
one and the same.  This represents an amount of $130 per month. 

 
In both 2001 and 2002, Mr. James paid $14,160 to purchase Mr. 
Banville’s practice.  These payments, after an additional payment 

of $4,720, were completed in 2003.  In order to determine the true 
profitability of the company, it is necessary to normalize this 

expense as a non-recurring item. 
 

During the year of 2005, Mr. James’ health had deteriorated to the 
point that his performance was affected at the business.  He was 
no longer able to maintain the workload that he had in the past.  

This can be reflected in the normalization of income for 2005, 
projected to the full year.  While the profit for 6 months appears to 

be healthy and on track, when the reader recognizes that 75% of all 
income has already been received, the profit picture changes 
dramatically.  2005 is not representative of the practice as a whole 

since we are dealing with a business that is not static and clients 
who will change their allegiances.  2005 needs to be considered in 

the overall appraisal of the business and its ability to continue the 
financial performance as presented for the prior four years. 
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VALUATION METHODOLOGY 
 

Capitalized Earnings Approach 
 
The Capitalization of Earnings Approach estimates a company’s 

value by considering the stream of benefits to the owner.  Under 
this approach, a level of benefit stream (earnings) is selected that 

is reasonably reflective of the average expected future level.  This 
stabilized benefit stream is then converted to value at an 
appropriate rate which would meet the requirements of a potential 

investor. 
 

When using the Capitalized Earnings Approach, a normalized 
earnings must be determined.  Since the company’s operations 
have not been highly cyclical, the earnings as stated on Exhibit C, 

appear to be representative of expected future earnings.  An 
estimate of realizable earnings is, therefore, necessary for the 

calculation, using the capitalization rate. 
 
Average Anticipated Normalized Earnings  $62,000 

 
Once the normalized earnings to be capitalized is determined, the 

next step in this valuation process is the selection of an appropriate 
required rate of return.  An investor will require a higher rate of 

return as expected returns are perceived to contain more risk.  
Empirical studies have indicated that investors of publicly traded 
firms have required rates of return of 6% to 12% above prevailing 

risk-free rates of return. 
 

Naturally, investors of private firms would require substantially 
higher rates of return to compensate them from the lack of 
marketability inherent in private firms.   Closely held firms have 

limited access to public capital markets which also increases the 
inherent risk and thus the required rate of return.  The concept of 

risk as it relates to the business valuation is embodied in the 
following model: 
 

K = RF + Risk Premium 
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VALUATION METHODOLOGY (CONT’D.) 

 

Capitalized Earnings Approach (Cont’d.) 
 
The capitalization rate (K) equals the risk free rate (RF) plus a 

premium for risk.  The risk free rate is exemplified by the yield 
offered on government issues.  These investments offer the most 
safety in addition to liquidity, but do contain some risk due to the 

impact of inflation. 
 

A potential investor will require a rate of return which is higher 
than the combined risk free rate and risk free premium for publicly 
traded companies.  There are several reasons for this, such as the 

lack of marketability of private CPA companies and limited access 
to capital markets by closely held companies. 

 
After weighing the elements of risk present at James & Jones, the 
appropriate capitalization rate for normalized earnings is 28.0%. 

 
After the capitalization rate and normalized earnings have been 

determined, an estimate of operating value is computed as follows: 
 

Benefit stream (normalized earnings) to be capitalized $62,000 
Divided by capitalization rate           28.0% 
 

Equals estimated operating value     $221,429 
 

Rule of Thumb 
 
A Rule of Thumb has emerged in the industry of 1 x gross fees.  

This, as well as any other Rule of Thumb, can only be one of the 
methods used to value a business.  Taken out of context, virtually 
every Rule of Thumb will not have the reliability of other methods.  

Part of the rationale for a Rule of Thumb is a divergence of the 
types of income generated from the practice.  As stated earlier, the 

practice does enjoy a divergence of business in the different 
categories of service.  The category that is the lowest in fee 

generation is in the auditing area.  For a small practice, this is not a 
detrimental statistic.   
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VALUATION METHODOLOGY (CONT’D.) 
 

Rule of Thumb (Cont’d.) 
 
As public accounting has become more specialized and more 

competitive, the glamour and profitability in auditing has waned.  
Larger firms continue to perform audits as a result of the 

specialized knowledge involved and the additional education 
required on a yearly basis, as well as the peer reviews, which are 
monitored by the state’s Institute of CPAs.  It does appear to be 

appropriate, therefore, to use a Rule of Thumb of 1 x earnings as 
part of the methodology in arriving at a final value for this practice.  

The estimated annualized fees for 2005 are $183,000. 
 

Discounted Cash Flow Approach 
 

This approach involves the projection of income into future periods, 
discounted to present value.  We did not use the Discounted Cash 

Flow Approach because of the death of Mr. James.  Discounted 
Cash Flow, as commented on above, involves a reasonable 
projection of future earnings, typically on an income stream that is 

increasing or decreasing.  While it appears that the 2005 income 
will decrease, that is a direct result of Mr. James’ health during the 

year.  Other years show a commonality of income generated and of 
net income available.  This lends itself more to the Capitalization of 
Earnings Approach than it does to the Discounted Cash Flow 

Approach.  The Discounted Cash Flow Approach has no value in 
this Business Appraisal. 
 

Excess Earnings Approach 

 
The Excess Earnings Approach is based on the concept that the 

fair market value of the company is comprised of two components:  
net tangible assets and intangible assets.  The approach derives its 
name from the method used to estimate the fair market value of 

intangible assets. 
 

Because the Excess Earnings is based on a fully capitalized 
company with significant hard assets, this methodology is not 
appropriate in this circumstance. 
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VALUATION METHODOLOGY (CONT’D.) 
 

Key Man Discount 
 
One of the more important issues involved in valuing a personal 

service business centers around the importance of a particular 
individual to that business.  In the case of manufacturing 

businesses, a certain individual may provide significant input into 
the business, but, in all likelihood, can be replaced with a limited 
degree of difficulty.  In the retail arena, there are a number of 

interchangeable positions and skills that are acquired over the 
years.  In the case of James & Jones, however, the income 

generated has been a direct result of the personal efforts of Mr. 
Daniel James.  Clients return because of a confidence level gleaned 
over a number of years.  When these clients need advice, they 

typically turn to their CPA. 
 

In the practice of matrimonial law in the state, several cases have 
emerged that provide guidance to the courts in valuing a 
professional practice.  In these court cases, findings have been that 

professional practices are considered to have a significant amount 
of personal goodwill, based on the individual professional’s 

responsibilities within the practice and the generation of fees 
specifically caused by that individual.  Personal goodwill is 

considered to be an item that should not be valued as part of the 
practice.  Therefore, it has no value. 
 

In actual practice, however, a business does have a continuing 
value, based on the ability to maintain a certain client base.  The 

demise of Mr. James must be considered a serious detriment to the 
continuation of this practice. 
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CONCLUSION 
 

Based on the evaluation of the different methodologies available, 
this business, before a discount for key man, has an approximate 
value of $200,000, exclusive of receivables. 

 

Value Based on the Continuation of Clients 

 
The key man issue is of serious concern because of the passing of 
Mr. James.  This dictates that the described value of $200,000 

should be discounted by 20% to arrive at a value that a willing 
buyer would be of agreeable to of: 

 

$160,000. 
 
The value of a deceased practitioner’s practice declines rapidly 

after death.  This is due to the normal attrition of any CPA firm, but 
largely due to the inability to hold clients during a transition 

period, and, ultimately, with the new buyer.  A certain allegiance is 
built up with the practitioner, which, many times, includes 
friendships and other business relations.  This forms a strong bond 

between a CPA and many of his/her clients.  Influential clients, 
during a normal business career, will know a number of other CPAs 

that could adequately fill their professional needs.  They may in 
fact, wish to change to these other CPAs for specific expertise but 

are unwilling because of the personal relationship they have built 
with their current CPA.  Upon the demise of a CPA, there is a 
natural tendency for some of these clients to gravitate to another 

acquaintance, personal or professional, to provide for their 
professional needs.  Some practices sold after the death of the CPA 

have been based on the retention of clients.  This is an acceptable 
method and is very widespread.  It involves establishing a value for 
the practice and then discounting the practice for whatever 

attrition occurs, based on a pre-agreed formula.  There is a 
considerable amount of concern as to attrition because of the 

above-mentioned four clients representing approximately 25% of 
the entire practice.  The attrition of these clients would cause the 
value of the practice to drop instantly and dramatically. 
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On behalf of Instant Business Appraisals, LLC, we sincerely 
appreciate the opportunity to provide you with this Business 

Appraisal. 
 

Sincerely, 
 

John W. Moffitt 
 
JWM:ll 

 
 
This Appraisal Report is not to be considered a complete Formal Valuation under the standards 

established by Revenue Ruling 59-60, as well as subsequent updated rulings and the Uniform Standards 

of Professional Practice (USPAP), as promulgated by the Appraisal Foundation.  Accordingly, certain 

procedures were omitted from this Appraisal Report that normally would be included in a Formal 

Business Valuation.  These procedures include, but are not limited to: 

 

• A complete Valuation Report 

• Review of shareholder documents to understand relationships, cash flow of profits, distributions 

and cash call requirements 

• Review of employment contracts 

• Determination of litigation and other contingencies 

• Establishment of competitive strengths and weaknesses 

• Survey of competition 

• Study of current future economic markets 

• Survey of comparative salaries through industry standards 

• Determination of depth and quality of management 

• Comparison of transaction data of like-type sales. 
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James & Jones, CPAs

Income Statements EXHIBIT A

For the Years Ended

6/30/2005 12/31/2004 12/31/2003 12/31/2002 12/31/2001

Revenue:

Sales 136,981$      201,490$      208,928$      199,895$      211,030$      

Total Revenue 136,981        201,490        208,928        199,895        211,030        

Operating Expenses 49,124          88,783          102,276        116,962        110,618        

Net Profit 87,857$        112,707$      106,652$      82,933$        100,412$      

Operating Expenses

For the Year Ended

6/30/2005 12/31/2004 12/31/2003 12/31/2002 12/31/2001

Salaries & Wages 24,798$        44,743$        45,403$        46,088$        46,092$        

Taxes 2,282            3,819            4,019            4,697            4,438            

Storage 341               882               1,013            813               862               

Rents 9,839            19,678          20,267          24,486          24,486          

Repairs & Maintenance 275               830               1,530            1,117            

Telephone & Utilities 2,952            6,348            7,511            7,425            7,554            

Interest Expense 120               

Travel 1,560            3,960            3,960            3,960            

Auto Allowance 780               

Office Expense 3,338            3,754            3,883            3,517            2,120            

Cleaning 500               

Computer 2,615            5,557            6,236            6,021            3,882            

Guar. Pay 4,720            14,160          14,160          

Dues & Publications 925               2,063            3,124            2,800            1,091            

Professional Education 80                 61                 124               

Misc. / Other 360               405               230               451               

Insurance 394               24                 905               1,174            161               

Total Operating Expenses 49,124$        88,783$        102,276$      116,962$      110,618$       
 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

EXHIBIT B

James & Jones, CPAs

Operating Expenses % to Sales

For the Year Ended

6/30/2005 12/31/2004 12/31/2003 12/31/2002 12/31/2001

Salaries & Wages 18.10% 22.21% 21.73% 23.06% 21.84%

Taxes 1.67% 1.90% 1.92% 2.35% 2.10%

Storage 0.25% 0.44% 0.48% 0.41% 0.41%

Rents 7.18% 9.77% 9.70% 12.25% 11.60%

Repairs & Maintenance 0.14% 0.40% 0.77% 0.53%

Telephone & Utilities 2.16% 3.15% 3.60% 3.71% 3.58%

Interest Expense 0.06%

Travel 0.77% 1.90% 1.98% 1.88%

Auto Allowance 0.57%

Office Expense 2.44% 1.86% 1.86% 1.76% 1.00%

Cleaning 0.37%

Computer 1.91% 2.76% 2.98% 3.01% 1.84%

Guar. Pay 2.26% 7.08% 6.71%

Dues & Publications 0.68% 1.02% 1.50% 1.40% 0.52%

Professional Education 0.04% 0.03% 0.06%

Misc. / Other 0.26% 0.19% 0.12% 0.21%

Insurance 0.29% 0.01% 0.43% 0.59% 0.08%

Total Operating Expenses 35.86% 44.06% 48.95% 58.51% 52.42%  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

James & Jones, CPAs

Income Statements with Adjustments EXHIBIT C

For the Years Ended

6/30/2005 12/31/2004 12/31/2003 12/31/2002 12/31/2001

Revenue:

Sales 136,981$    201,490$    208,928$    199,895$    211,030$    

Total Revenue 136,981      201,490      208,928      199,895      211,030      

Operating Expenses 49,124        88,783        102,276      116,962      110,618      

Net Profit 87,857$      112,707$    106,652$    82,933$      100,412$    

Normalizing Adjustments:

Car Write-Off 2,400$        2,400$        2,400$        

Guaranteed Payments 4,720          14,160        14,160        

Reasonable Salary - Practitioner (25,000)       (50,000)       (50,000)       (50,000)       (50,000)       

62,857        62,707$      63,772$      49,493$      66,972$      

Sales $136,981 = 75% of year = $182,640 for year 59,100$      

Expenses $49,124 + $25,000 = $89k,124 = 60% of year - $123,540

Operating Expenses

For the Year Ended

6/30/2005 12/31/2004 12/31/2003 12/31/2002 12/31/2001

Salaries & Wages 24,798$      44,743$      45,403$      46,088$      46,092$      

Taxes 2,282          3,819          4,019          4,697          4,438          

Storage 341             882             1,013          813             862             

Rents 9,839          19,678        20,267        24,486        24,486        

Repairs & Maintenance 275             830             1,530          1,117          

Telephone & Utilities 2,952          6,348          7,511          7,425          7,554          

Interest Expense 120             

Travel 1,560          3,960          3,960          3,960          

Auto Allowance 780             

Office Expense 3,338          3,754          3,883          3,517          2,120          

Cleaning 500             

Computer 2,615          5,557          6,236          6,021          3,882          

Guar. Pay 4,720          14,160        14,160        

Dues & Publications 925             2,063          3,124          2,800          1,091          

Professional Education 80               61               124             

Misc. / Other 360             405             230             451             

Insurance 394             24               905             1,174          161             

Total Operating Expenses 49,124$      88,783$      102,276$    116,962$    110,618$    

 


